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KEY ECONOMIC INDICATORS: MEXICO 
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Exchange Rate as of July 1, 1984 
Market: U.S. $ = 184.39 Mexican Pesos 
Controlled: U.S. $ = 167.67 Mexican Pesos 
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150.29 
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Percent charge is March 1984 over March 1983. 

In pesos, not billions of pesos. 

Figures in parentheses refer to sectors' shares of GDP in 1983. 

A subsector of the mining sector; includes the extraction of crude petroleum and 
natural gas and basic petrochemicals. 

Figures do not include in-bond assembly industry trade. 

Reserves computed with IM criteria plus silver. 


SOURCE: Bank of Mexico Reports; Annexes to Sixth Report of the President; Embassy 
Estimates; National Population Council of Mexico; Sistema de Cuentas Nacionales de Mexico, 
1983. 





~ SUMMARY 


The de la Madrid Administration carefully adherea to its 
economic adjustment program throughout 1983, its first full 
year in office. The public sector deficit was reduced in real 
terms by half from 17.6 percent of GDP in 1982 to 8.7 percent 
of GDP in 1983. Inflation dropped from almost 100 percent in 
1982 to 81 percent in 1983. The money supply (M-1) increased 
at a significantly slower rate than did inflation. External 
borrowing stayed within the limits in the adjustment program. 


In 1983 the economy suffered its largest contraction since the 
depression of the 1936's. The GOP fell by 4.7 percent and 
industrial production dropped by 8.2. percent. Petroleum 
production and export revenues (71 percent of total exports) 
Geclined slightly. In 1983 Mexico had a trace surplus of 
almost $14 billion as imports fell 47 percent. MTotal exports 
remained at almost the same level as in 1982. The current 
account balance improved from a deficit of $4.9 billion in 1982 
to a surplus of $5.5 billion in 1983. 


The Mexican Government considers 1984 as the second stage of 
the economic reordering and a transition year to more normal 
growth patterns. At mid-year 1984 the government is still pro- 
jecting positive GDP growth of G.5 to 1 percent. industrial 
production for the first quarter of 1984 was down slightly from 
the same period last year. However, this was some improvement 
over the large drop which took place between May and December 
1983. The government now admits that its original inflation 
target of 40 percent will not be reached. Most analysts put 
1984 inflation at 55-60 percent. The public sector income and 
spending totals for the first quarter were somewhat better than 
target levels in the adjustment prugram and the financial 
Geficit is slightly lower. The first quarter BOP tréde and 
Current account balances are strongly positive. At the end of 
June the exchange rate for both the free market and controlled 
peso continued to slide at 13 centavos per day in spite of 
pressure on the peso. 


Mexico's public sector debt restructuring has given it 
breathing room through 1984 but principal repayments will be 
very high from 1985 through 1990. Further restructuring of 
this debt will probably be agreed to later this year depending 
upon the outcome of negotiations with the country's foreign 
commercial bank creditors. Mexico has stated its intention to 
be more receptive to foreign direct investment but in general 
the atmosphere for foreign investment has not improved. 
Foreign investment has been subject to increasing government 
scrutiny and regulation and the recent decrees on automobiles 
and pharmaceuticals have made the foreign investment climate 
more uncertain. 





THE MEXICAN ECUNGMY IN 1983 


when President de la Madrid took office in UGecember, 1982, the 
Mexican economy was plagued by rising inflation, capital 
flight, ana falling output and employment. Foreign exchange 
reserves were not sufficient to meet even the country's short 
term external liabilities. The new President's inauguration 
followed by only four months the events of August 1982 when the 
Mexican economic crisis came to a head. At that time the 
country was forced to seek emergency assistance to avoid 
running out of foreign exchange and to begin planning in 
earnest an economic adjustment program to bring about major 
structural changes in the economy. Since the late 197G's, the 
Mexican Government had followed a policy of financing develop- 
ment through sharply increased public sector expenaitures and 
external borrowing. These policies led to burgeoning public 
sector deficits, accelerating inflation and an increase in the 
Mexican public sector's external debt from $4 billion (12 per- 
cent of GLP) in 1970 to $59 billion (36 percent of GDP) in 1982. 


President de la Madrid began his six year term of office with a 
strategy for a reordering of the economy. This six-year 
strategy envisioned major structural changes in the economy 
duriny the first two years of his administration to be followed 
by growth at 3.5-6 percent per year in the remaining four 
years. The key to implementing this plan was a three-year 
Extended Fund Facility Program with the International Monetary 
Fund. The major objectives of this program were massive annual 
reductions in the real size of the public sector deficit, sharp 
annual declines in the rate of inflation, substantial cutbacks 


on external borrowing and a progressive build-up of foreign 
exchange reserves. 


Duriny 1983 the program called for a reduction in public sector 
spending in real terms of 15 percent and a reduction in the 
financial deficit as a percentage of gross aomestic product 
(GDP) to 8.5 percent from 17.6 percent in 1982. It also callea 
for a net build-up of foreign exchange reserves of at least $2 
billion, a limit of $5 billion on net foreign borrowing by the 
public sector and ceilings on internal borrowing by the Mexican 
government. By the end of the year the Mexican Government had 
achieved and in some cases greatly exceeded all except one of 
these objectives. The ratio of the financial deficit to GDP 
was slightly over target at 8.7 percent, laryely because the 
GDP was considerably lower than originally projected. 


The Economic Adjustment Program Brings External Surpluses and 
sharp Reductions in the Budget Deficit: The country's economic 


retrenchment efforts during 1983 were reflected in the per- 
formance of the economy. Mexico's GDUP shrank by 4.7 percent in 
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real terms. This reduction followed a decline of U.5 percent 
in 1982 after four years of growth averaging 8 percent. The 
declines in real growth in 1982 ana 1985 were the first such 
Grops since 1932. Production of agricultural commodities, 
electricity, and financial services increased slightly in 1983 
compared to 1982 but all other major sectors of the economy 
declined. General commerce which is the largest single sector 
in Mexico--principally wholesale and retail trade--fell by 8.6 
percent, construction fell by 15.1 percent, and industrial 
production fell by 8.Z percent. 


Industrial production (including mining, manufacturing, con- 
struction, and electricity) declined in each quarter of 1983 as 
compared to the same period in the previous year. However, the 
declines became progressively smaller each quarter (-13.1, 
-10.6, -6.4, -3.2Z). Capital goods production registered a 
large decline (-25.1 percent). Production in the chemicals, 
food and beverage industries remained close to 198z levels with 
only slight drops in real terms. 


Petroleum Export Revenues and Total Production Lecline: bUburing 
1983 Mexico's oil industry was affected by the worldwide 
Gecrease in demand for petroleum products and the shrinkage of 
the domestic economy. As compared to 1982 crude oil production 
was down by 2.9 percent from 2.746 to 2.666 million barrels per 
day. Gas production declined from 4,246.3 to 4,653.6 million 
cubic feet per day or by 4.5 percent. Mexico was able to main- 
tain its position as the fourth largest oil producer in the 
world following the USSR, Saudi Arabia, and the United States. 
Mexico's refineries processed 1.260 million barrels per day, an 
increase of 6.8 percent over 1982. 


Mexico's petroleum exports increased in volume but decreased in 
value in 1983 compared to 1982. Crude oil exports averaged 
1.54 million barrels per day, up 3.G- percent from 1982 but 
their value decreased by 5.0 percent. fTotal petroleum exports 
including gas and petroleum products declined by 2.9 percent in 
value from $16.5 billion to $16.0 billion. Crude oil exports 
went to 23 countries; the United States purchased about half 
followead by Spain (10.5 percent), Japan (7.8 percent), the 
United Kingdom (5.6 percent), and France (5.4 percent). 
Exports were composed of 44 percent light-grade Isthmus and 56 
percent heavy-grade Maya crude. Mexico's proven oil reserves 
increasea slightly in 1983 from 7z to 72.5 billion barrels, 
according to Mexican Government sources. 


Tne domestic prices of Mexico's gasoline products have risen 
sharply since December 1982 as an integral part of the adjust- 
ment program which requires a reduction of subsidies to help 
temper public expenditures ana requires a movement toward world 
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prices in the domestic Mexican market. In oollar terms, 
unleaded gasoline increasea from $.76/gallon to $.84 in April 
1982 to $1.G2 in Uctober, 1983 ana to $1.15 in April, 19684 
(using the Mexican government's “market " exchange rate on the 
date of each increase). 


Agricultural Production Improves in 1983: Mexico's agyri- 
cultural production during 1983 recoverea significantly from 
1982 when it suffered from a severe drought. OGutput of basic 
yrains and oilseeds increased approximately 20 percent. Pro- 
duction rose for all grains which are principally rainfed 
(corn, sorghum, barley and dry beans) but fell for those that 
‘are mostly irrigateag (wheat and rice). Rainfed crops farea 
well as a result of more plentiful rainfall during the prin- © 
cipal summer/fall growing season, while the proauction of many 
irrigateaq crops fell due to depleted reservoir levels following 
the drought in 1982. Livestock production remained depressed 
as the sector continued to suffer in 1983 from drought and the 
effects of the economic recession. 


The 1982 drought led to record agricultural imports by Mexico 
Guring calendar year 1985 of approximately 11 million metric 
tons valued at $2.2 billion. the United States supplied about 
95 percent of Mexico's agricultural imports during 1983, most 
of which were facilitated by record credit guarantees under the 
Commodity Credit Corporation (UCC) Program, GSM-1U2. 


Despite the favorable incentives from the peso devaluation, 


Mexico's production of export crops was affected by adverse 
weather in 1982/83. As a result, ayricultural exports in 1983 
increased by less than 6 percent to $1.6 billion leaving an 
agricultural trade deficit of about $600 million. 


Mexico's economic recession had a broad impact on its 
agricultural sector during 1983. Production cost increases 
often wipeq out government increases in support prices for 
basic commodities. Support price hikes prior to the fall 1983 
harvest boosted averaye 1983/84 guarantee prices in nominal 
terms 122.4 percent over year-earlier levels; nevertheless, 
input costs shot up as much as 150 percent during the same 
period. In addition, both producers and processors were 
affecteqd by import restrictions and by substantial price 


increases for imports caused by successive devaluations of the 
peso in 1982. 


Trade Balance and Current Account in Surplus as imports Drop: 
Mexico's trade and current account balances improved 
Gramatically during 1983. As compared to 1982 the surplus in 
the trade account increased from $6.8 billion to $13.7 billion 
while the current account moved from a deficit of $4.9 billion 





to a surplus cf $5.5 billion. The principal reason for these 
large shifts was the 47 percent decline in imports which 
resulted from tight import controls and the constriction in 
domestic economic activity. Although the restrictive import 
licensing policy was relaxed during the latter part of the 
year, demand for merchandise imports remained very low through- 
out 1983. Other contributing factors incluged the hiyh peso 
cost of imports compared to pre-devaluation levels, the 
reluctance by Mexican business to take on dollar-denominated 


liabilities, and the high cost of peso credit from commercial 
banks. 


Tne nominal value of merchandise exports in 1983 remained at 
almost the same level as in 1982 at slightly more than $21 
billion. Although they declined by 3 percent in value terms, 
the petroleum sector accounted for 75 percent of Mexico's 
exports. A 43 percent increase in manufactured exports 
(including petroleum derivatives) made up for the decline in 
the value of petroleum exports. 


Mexico's trade statistics show worldwide merchandise exports 
during 1983 of $21.4 billion and imports of $7.7 billion. 
Exports to the. U.S. totaled $12.4 billion (58 percent of the 
worldwide total) whereas imports from the U.S. totaled $4.8 
billion (63 percent of the worldwide total) .1/ Among the 
leading imports from the Unitea States were corn, sorghum, 
motor vehicle parts, soybeans, automatic data processing parts, 
paper and paperboard, and sunflower seeds. Major exports to 
the United States besides petroleum included automotive 
engines, refined silver, shrimp, coffee, and winter 
vegetables. Important in U.S./Mexico trade are the U.S. 
components exported to Mexico for assembly in the in-bond or 
maquila plants and then imported into the U.S. as assembled 
products. Receipts from these in-bond industries totaled $836 


million or about the same as in 1982 according to Mexican 
sources. 


Tne tourism balance for 1983 (net inflows were $1.2 billion) 
was up by over 90 percent from the previous year. The volume 


—_ 


According to U.S. trade statistics, the U.S. exported $9.1 
billion in merchandise to Mexito in 1983 and imported 
$16.8 billion. Mexican import and export statistics do 
not include the in-bond trade and U.S./Mexico border 
trade; these are the primary reasons for the discrepancy 
between the U.S. and Mexican statistics. 
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of border trade/frontier transactions was down 34 percent but 
the balance shifted to Mexico's favor. These transactions 
include payments for services sold from resicents of one 
country to residents of the other within a few miles of the 
border. 


Major Foreign Exchange Flows in the Current Account 
($ Millions) 


Receipts Expenditures 
(Exports) (Imports) Balance 


Borger Trade : 1,627 58a? 170 

Tourism 1,625 441 4,162 

In-bona Industriesl/ 830 - 836 
(Maquiladoras) 

Merchandise Trade 21,399 re es ' 13,678 

Other Services 1,363 3,054 -1,691 
(Non-financial) . 

Transfers 374 18 356 


i/ Figure includes only value-agded in Mexico. 


The capital account of the balance of payments registered a 
deficit of $853 million in 1983. Net long-term capital inflows 
amounted to $4.2 billion, of which foreign direct investment 
inflows accounted for $374 million (aown from $709 million in 
1982). Short-term capital flows were a negative $5.0 billion. 
The large net outflow of short-term capital may represent, in 
part, a reduction of foreign indebtedness by the private sector 
and some restoration of foreign dollar balances that were drawn 
Gown during the 1982 crisis period. 


The errors and omissions category in the balance of payments 
also registered a notable improvement. The negative balance in 
this category, which is often used to estimate capital flight, 
fell from -$8.4 billion in 1982 to -$1.4 billion in 1983. 
Mexico's gross foreign exchange reserves increased by $3.1 
billion in 1983 to a year-end balance of $4.9 billion. This 
Change waS maaqe possible principally by the trade surplus 
(since net capital inflows were negative) and by the Sharp 
decline in outflows unger errors and omissions. 


Budget Deficit Falls By 50 Percent in Real _ Terms: Mexico's 
public sector deficit for 1985 was 1.5 trillion pesos, slightly 
less than the 1982 deficit in absolute terms. As a ratio to 
GDP, the deficit fell from 17.6 percent in 1982 to 8.7 percent 
in 1983. Two thirds of the deficit was financed internally, 


primarily through Bank of Mexico operations. Foreign loans 
financed the other third. 





9 


Public Sector Finances 
(Pesos Billions) 


Revenue 


Federal Government 
Taxes paid by PEMEX 
Other taxes 
Other 


Parastatal Enterprises 
PEMEX 
Others 


Sectors Gutside the Budget 
(Metro, Feaeral District) 


Compensatory transactions (to 
avoid double-counting) 


Expenditures 
Personnel 
Interest 
Subsidies and Transfers 
Investment 
Other 


Total Budget Deficit 


Uther: 
Deficit of Public Sector 
Outside Budget 
Financial Intermediation by 
Development Banks 


Financial Dbeficit 


When transfers and subsidies 


1982 


2,845.6 


1,532.3 
457.8 
967.4 
167.1 


1,999.9 
1,028.8 


4,283.4 
786 .U 
817.5 
612.6 

1,016.1 

1,651.8 


1,437.8 


128.6 


1,660.4 


netted 


4,255.0 
2,544.8 


75.0 


1,519.8 


petroleum 


operations provided nearly two-thirds of public sector revenues 
in 1983. Taxes, other than those paid by PEMEX, provided 
around thirty percent of the total. Un the expenditure side, 
the largest single component was interest costs which came to 
about 30 percent of total. A little over half of that went to 
servicing the public debt held domestically. Capital expendai- 
tures in 1983 amounted to 18 percent of total expenditures. 
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Source of Public Sector Deficit 


(Peso Billions) 
Federal Government 1,446.2 
Parastatal Entities 709.4: Sf 
PEMEX 
Others 


Financial Intermediation Ts 


Other AS 


Financial Deficit . 1,519. 


l/ Negative sign indicates a surplus. 


The federal government accounted for most of the overall public 
sector financial deficit in 1983 (93 percent). Parastatal 
entities were budgetea to run a deficit of 416 billion pesos 
but instead ran a surplus of 117 billion pesos (largely because 
economic activity fell off at a much more rapid pace than 
expected). PEMEX by itself had a surplus of 328 billion pesos 
(about $2.73 billion at the average free market exchange 
rate). The parastatal surpluses shown above do not take into 
account subsidies ana transfers from the fegeral government 
(some 700 billion pesos). Without those transfers, the para- 
statals would have operated at a significant loss. 


Inflation Slows; Money Supply Grows Slower Still: The Consumer 
Price Index increased 80.8 percent in 1983 on a ULecember-to- 
December basis, a reduction of almost 20 percentage points from 
i962. Increases in the Producer Price Index of 80.Z percent 
for 1983 and in the Wholesale Price Index for Mexico City of 8&8 
percent were also improvements over 1982 rates. The largest 
price increases came between Auyust 1982 and June 1983 when the 
influence of the peso devaluations was largest. The month-to- 
month changes in the CPI averaged 7 percent in the first nalf, 
4.8 percent in the third quarter, and 4.0 percent in the fourth 
Quarter of 1983. The average year-to-year rates of increase 
thus were considerably higher than the December-to-December 
rates. The average increases from 198Z to 1983 were 101.9 per- 
cent in the CPI, 99.3 percent in producer prices, and 107.4 
percent in wholesale prices in Mexico City. This compares with 


average rates from 1981 to 1982 of 58.9, 57.5, and 56.1 percent 
respectively. 


Average increases in the prices of controlled products were 
Slightly less than those for unregulated products (78.3 percent 
vs. 82.0 percent). Prices of those controlled items included 
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in the “basic food basket" (beans, tortillas, corn meal, 
vegetable oil, coffee, etc.) increased by 72.1 percent between 
December 1982 and December 1983. hus, although these products 
were subsidized the degree of subsidization was considerably 
less than in previous years. 


Consumer Price Index 
by Product Category 


CPI Weight by 
Increase Category 


General Index 8U.8 
Food, beverages and tobacco 77.9 
Clothing ana accessories 98.2 
Housing 36.2 
Furniture and domestic accessories 102.6 
health and personal care 97.4 
Transportation Wat 
Egucation and recreation 97.4 
Gther 98.1 
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All indicators of tne money supply showeaq smaller rate 
increases than that of inflation. The monetary base increased 
by 55.6 percent in 1963 compared to 95.6 percent in 1982 on a 
December-to-December basis. In real terms, the monetary base 
shrank by 13.9 percent in 1983. From December 1982 to December 
1983, the M-l measurement of the money supply increased 42.1 
percent (48.2 percent on an averaye or year-to-year basis). 
M-3 prime increased 45.9 percent on a December-to-December 
basis (72.1 percent year-to-year). Tight control over the 
Growth of the various monetary aggregates was a critical 
element in reducing the rate of inflation over the course of 
the year. 


Money Supply Growth 


Monetary Base (Currency in public 
hands plus commercial bank reserves) 


M-l1 (currency plus checking accounts) 


M-3 Prime (M-l plus short-term liquid 
instruments, Treasury certificates held 
in the non-bankiny sector, commercial 
paper, and bankers' acceptances) 
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In 1983 interest rates increased from January until mid-year 
then fell back progressively during the remainder of the year. 
Rates were still higher at the eng of the year than at the 
beginning. The banks' average cost of funds (used as an 
indicator similar to the way the prime rate is used in the 
United States) started the year at 51.1 percent, rose to 59.5 
percent in July and decreased to 56.9 percent by ULecember. The 
effective interest rate (including interest charges, fees, 
minimum balance requirements, etc.) for unsubsigized peso loans 
to the private sector started the year at 78.3 percent, rose to 
160.5 percent in June and then receded to 91.2 percent in 
December. The ygovernment-controllea 9U-day Treasury bill rate 
did not follow this trend. Rates began at 59.6 percent, rose 
to 64.1 percent in March, anda then gradually slid to 53.8 
percent by December. 


Total deposits in the banking system increasea by only 60.6 
percent in 1983 (i.e., a real decrease of 11.2 percent) com- 
pared to 127.3 percent in 1982. This reflected both the 
recession in Mexico and uncertainty about the future of the 
bankiny system after nationalization. Peso deposits of less 
than one year maturity increased 117.6 percent in 1983 while 
deposits of one year decreased 82.6 percent and those of more 
than a year decreased by 30.4 percent. This indicated a strong 
preference on the part of the Mexican public for more liquid 
instruments. 


Total financing arranged by the banking system increased only 
52.2 percent in 1983, a decline of nearly 16 percent in real 
terms. Financing received by the public sector (77 percent of 
total) increaseaq 52.1 percent while the private sector share 
(23 percent) increased 52.3 percent. 


The dual exchange rate system was maintained throughout 1983. 
The controlled rate began the year at 96 pesos per U.S. dollar 
and ended the year at about 144. The Mexican Government main- 
tained a daily slide of either 15 or 14 centavos per day 
throughout the year. The “market" rate began the year at 148.5 
pesos to the dollar and stayed at that level until September 23 
when it joined the controlled rate in a slide of 13 centavos/ 


Gay. the year-end quote for the "market" rate was 161 pesos to 
the dollar. 


DEVELOPMENTS IN 1984 AND IMPLICATIUNS FUR THE UNITED STATES 


Government Foresees Modest Growth and Reduced Inflation: The 
Mexican Government's economic strategy for 1984 called for 
maintenance of employment levels, no further decline in real 
wages, and a very modest economic recovery (1 percent GDP 
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growth) while halving inflation over the course of the year. 
1984 is considered by the Mexican government to be the second 
stage of the "economic reordering" and a transition year which 
will help to establish the basis for higher and more sustain- 
able growth in the future. 


At mid-year 1984, the Mexican Government is still projecting 
GDP growth in the 1 percent range. The Index of Industrial 
Production for March, 1984 (most recent month available) 
indicates no change from the same month in 1983. Gn an 
accumulated basis for the first three months of 1984 this index 
is slightly down from the first quarter of 1983 (-0.4 
percent). This is a significant improvement over the much 
larger declines throughout 1983. According to Bank of Mexico 
figures, employment in the manufacturiny sector as of February 
1984 was 7.2 percent lower than in the same period in 1983. 
The Mexican Government has stateqg on numerous occasions that 
the open unemployment rate rose to eight percent in 1982 and 
has stabilizea since. Underemployment remains a _e serious 
problem in Mexico with some estimates ranging as high as 40-45 
percent of the economically active population, but this is not 
a great increase over more normal times. 


At the beginning of 1984 the Mexican Government set a target of 
40 percent for inflation for 1984 as calculated by the change 


in the Consumer Price Index on a December-to-December basis or 
50 percent on a year-to-year basis. Government spokesmen have 
now accepted that this target will be exceeded. Uver the first 
six months of 1984, the CPI has increased 30.4 percent. “The 
increase from June 1983 to June 1984 was 67.1 percent. This is 
a decrease of over 13 percentage points from the final rate for 
1983 and the l12-month rates have continued to caecline pro- 
gressively during the first half of the year. Most analysts 
now foresee December 1983 to December 1984 inflation between 55 
and 60 percent which would represent a significant improvement 
over 1983 but still be somewhat over the target. 


The theme of the 1984 budget is to "maintain production 
Capacity and employment while reducing. inflation". Current 
spending and capital spending, i.e., total budget outlays less 
debt servicing costs, were projected to increase 49 percent in 
nominal terms and were to decrease slightly in real terms, 
assuming a 50 percent year-to-year price deflator. Fundamental 
social programs such as education, health, and social security 
were to retain their high priority status. 


In the first quarter of 1984, the income and spending totals 
were close to targeted levels ana the financial deficit of the 
public sector was considerably less than targeted for the 
period according to Mexican Government announcements. A later 
announcement put tax revenues for the first five months of 1984 
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at 13 percent over target. Resources to finance the first- 
quarter financial deficit came primarily from domestic savings 
(76 percent) with the balance (24 percent) from external 
sources. The lower share from external sources continues a 
downward trend from the same period in 1982 (4Z percent) and in 
1983 (34 percent). 


Public sector revenue was expected to increase in real terms in 
1984 but without a rise in tax rates. Instead, the tax base 
was to be widened and prices of ygovernment-produced goods and 
services were to be increased. (So far this year the Mexican 
Government has followed through well on the program of price 
increases for its products.) In addition, over the whole year, 
tax revenue was expected to rise as a normal function of 
moderate economic growth. 


Public investment was budgeted to increase modestly in real 
terms over the full-year of 1984 thus increasing its share of 
the total budget. The investment program is running ahead of 
schedule as public investment in tne first quarter was more 
than double that investecg in the first quarter of 1983. 
According to the Mexican Government, investment in labor- 
intensive activities received priority. in order to help achieve 
employment objectives. The sectors in which increases in 
investment were to be greatest included transportation, 
communications, education, and rural development. The plan to 
increase investment in real terms reflected the primary 
difference between the austere 1983 budget and the 1984 
budget. The Mexican Government believed that the primary 
challenge for 1984 was in the “difficult equilibrium between 
maintaining the strugyle against inflation ana recovering the 
Capacity for economic growth." 


A new item in the federal government's 1984 budget is the 
special reserve fund of one percent (or 277 billion pesos) of 
the estimated gross domestic product for 1984. This fund is to 
be used at the president's discretion to stimulate job-creation 
and investment if the economic performance in the first half of 
1984 is not as strong as expected and if "there exist untapped 
resources to finance this expense without generating inflation- 
ary pressures." With this reserve fund, the Mexican Government 
woulda seek to "support the delicate balance between the central 
goal of fighting inflation ana the necessity of avoiding 
economic recession." It now appears likely that this fund will 
be expended and that the target for the public sector financial 
deficit will be adjusted upward to 6.3-6.5 percent of GDP for 
full-year 1984. 


Moreover, given the sluggishness of the economy during the 
first half of 1984 it appears that the Mexican authorities now 
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view increased public-sector spending as the best way to 
stimulate economic activity. ln recent Mexican history, 
private investment has lagged public investment and the public 
sector has assumed a progressively larger role in the economy. 
In addition, the financial situation of many private sector 
companies will not permit higher investment spending in 1984 
than in the recent past, and most industrial sectors continue 
to have considerable excess capacity. 


Monetary Policy's Contribution to Slowing Inflation Decreases: 
As noted above, throughout 983, the growth in monetary 
aggregates was consistently far less than inflation (as 
measured by change in the CPI). The limited growth of these 
aggregates acted as a retardant to inflation in 1983. Thus far 
in 1984 inflation has continued to exceed M-l growth but M-1l 
growth has been accelerating while inflation has been pro- 
gressively declining. Thus monetary policy seems to be less of 
a force in holding down inflation than in 1983. The increases 
in M-l have exceeded the government's original inflation target 
of 46 percent in each of the first five months of 1984 and the 
rates for April and May exceeded the revised annual inflation 
estimate of 55 percent. 


M-l1 Growth vs. Inflation 


M-l Growth Gver CPI Increase 
The Same Month bver the 
In Previous Year Previous 12 Months 


Year-End 1983 41.4 60.8 
January 1984 41.6 73.4 
February 44.3 rere 
March 49.1 72.3 
April 55.9 69.1 
May 57.8 67.4 


Rising inflationary expectations, increases in international 
interest rates, and continuing depressed economic activity in 
Mexico have put pressure on the peso-dollar exchange rate. 
Throughout the de la Madrid Administration, Mexico has had a 
two-tier exchange system--a market rate and a controlled rate. 
This system went into effect with the imposition of exchange 
controls in 198z to help ration scarce foreign exchange and 
reinforce the import licensing system. The controlled rate was 
pegged at 96 pesos/dollar in December 1983 and has been 
declining at a daily rate of i3 centavos per day since that 
time. The controlled rate is used for about 80 percent of the 
country's foreign transactions, including nearly all 
merchandise imports and exports. The so called “market rate" 
was set at 149 pesos/dollar in December 1982 and in September 
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1983 the Mexican Government decided to institute a controlled 
slide of 13 centavos per day in that rate, the same daily 
slippage as in the controlled rate. Since then the two rates 
have maintained a constant differential of about 17 pesos 
although the percentage aifference between the two rates is 
progressively declining. 


Mexico's exchange rate strategy for 1984 was formulateo on the 
basis of a 40 percent December-December inflation rate. The 
controlled slice of 13 centavos per day equates to an annual 
rate of change for 1984 of 33 percent for the controlled rate 
and 30 percent in the "market" rate. Given an average annual 
inflation rate of 5-7 percent in the United States and Mexico's 
other major trading partners, the original target of 4U percent 
inflation in Mexico would have prevented any significant 
appreciation of the peso in 1984. However since inflation has 
been higher in Mexico the peso has appreciated by about 9 
percent duriny the first half of 1984. 


With both domestic exchange rates controlled by the Bank of 
Mexico, the offshore rates have taken on added importance as 
indicators of the market value of the peso. From late 1983 
through about Easter 1984, the offshore rate stayed quite close 
to the official "market" rate of exchange. Pressures on the 
offshore rate started during the Easter vacation period when 
many Mexicans traditionally take vacations in the U.S., thus 
increasing the demand for dollars. This period followed 
shortly after the increases in the U.S. prime rate on March 19 
and April 5. (A one-percent increase in the U.S. prime rate 
translates to an additional $600-80G million in interest pay- 
ments that Mexico must pay on an annual basis.) Uther factors 
that placed increasing pressures on the peso beginning in early 
May would incluge (1) minor internal caisturbances on May 1 
(Mexico's Labor Day), (2) uncertainty about the external debt 
Situation, (3) the depressea level of economic activity during 
the first part of the year, and (4) rising international 
interest rates (particularly the four rapid increases in the 
U.S. prime rate). Offshore rates for the peso soared to 200 to 
the dollar between May 3 and May 6, 1984, and subsequently went 
as high as 268 to the dollar as a result of speculation that 
the Mexican Government would either dictate a small devaluation 
of the peso or increase its daily slide. 


Pressures on tne peso beyan to subside in early June because 
of: Mexico's stronger than expected balance of payments per- 
formance and an ensuing substantial increase in its foreign 
exchange reserves; indications that activity in some sectors of 
the economy was beginning to pick up; and the announcement by 
Mexico's foreign commercial bank creditors that they would 
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consider offering more favorable terms on the country's out- 
standing debts. Nonetheless, as of early July the exchange 
rate in offshore markets and in exchange houses in Mexico 
remains 8-1G percent above the government controlled market 
rate in Mexico. Mexican authorities have been highly reluctant 
to take action to devalue the peso or increase the rate of its 
Gaily slide because they believe the peso may still be under- 
Valued based on purchasing power parity analysis ana because 
the country's external accounts position is strony. Should 
Capital flight begin to pick up, however, this would increase 
pressures to modify exchange rate policy. 


Interest Kates and Wage Increases Reflect Expectations of 
Higher Inflation: interest rates on bank deposits ell 
progressively through 1983 and at the beginning of 1984 the 
Mexican Government hoped to be able to pursue a policy of 
steadily declining interest rates both for savings instruments 
and loans over the course of the year. Until April it was 
successfully able to carry out this policy. For exampie, 
interest rates on short term (up to $¥U day) deposits fell from 
55 percent in January to 49 percent in April. Commercial 
banks' average cost of borrowing also feil by 6 percentaye 
points over the same period. However, ongoing inflationary 
pressures in the country and rises in international interest 
rates have forced the Mexican Government to increase interest 
rates slightly between Aprii ana July, 19684. 


Interest rate policy is closely linked to exchange rate policy 
and inflation goals. To retain deposits in pesos in Mexican 
banks ana to discourage the transfer of financial assets to 
other countries, Mexican bank deposit interest rates must equal 
an estimated rate of increase in the peso cost of a dollar (30 
percent for the "free" rate and 33 percent for the controllea 
rate in 1984) plus a comparable yield on a dollar instrument 
plus a premium for saving in pesos. with this line of 
reasoning bank deposit interest rates are unlikely to fall much 
further guring 1984, particularly in light of ongoing pressures 
on the exchange rate. Moreover, even if Mexican inflation does 
continue to decline, U.S. interest rates would also have to 
fall before any significant fall in Mexican interest rates 
would be possible. 


During 1983 real wages in Mexico declinea sharply. Total 
minimum wage adjustments for the year were 44.6 percent while 
consumer prices increased by over 80 percent. In 1984, wage 
policy has been linked to inflation and the government has 
stated its desire to protect the real income of Mexican 
workers. Cn December 29, 1983, the Mexican Government 
announced an increase of 30.4 percent in the minimum wage 
effective January 1, 1984. On June 6, a second increase of 20 
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percent was announced, bringing a total increase for the year 
to 56.5 percent. No further increases are expected until 
January 1, 1985. The minimum wage, while not representative of 
all income in Mexico, tenas to set a precedent for other wage 
negotiations. 


Surpluses Continue in Trade Balance and Current Account: 
Mexico's large 1983 trade and current account surpluses, $13.7 


billion and $5.5 billion, respectively, will probably decrease 
in 1984, but should remain strongly positive for the entire 
year. First quarter results for 19684 show Larye surpluses; the 
trade surplus was $4.0 billion and the current account surplus 
was $1.9 billion. 


Merchandise imports should recover in 1984 from the 1983 iow of 
$7.7 billion, but will likely remain well below the 1982 level 
of $14 billion, not to mention the peak import level of $24 
billion attained in 1981. Imports in the first quarter of 1984 
were 44 percent over the depressed levels in the first quarter 
of 1983 but still totaleaq only about $2 billion. They have 
remained fairly constant since mid-year 1963. Merchandise 
exports increased 22 percent in dollar terms during the first 
three months of 1984 with non-petroleum exports showing strong 
growth of 48 percent. Non-petroleum exports should continue 
their impressive performance throughout the year. Petroleum 
accounted for 70 percent of total exports in the first quarter 
and grew by 13 percent in dollar terms over the same period in 
L983. During the year crude oil exports are expected to 
average close to the 1.5 million barrels per day figure of 
1983, and the Mexican Government is assuming that end-1983 
prices will hold through 1984. (An increase of $1/barrel in 
oil prices would mean an additional $560 million in export 
revenues provided export volume stayed constant.) Net services 
registered a deficit of about $2.0 billion in the first quarter 
of 1984 although tourism revenues grew by 53 percent. Interest 
payments, which are the largest outflow in the services 
account, totaled about $3 billion in the first quarter and will 
be approximately $12 billion for the entire year. 


Net outflows in the capital account totaled $85 million in the 
first quarter as short-term indebtedness was paid off; net 
short-term capital flows showed a negative balance of $754 
million. Net long term capital flows totaled $669 million, 
almost all of which went to the public sector. Mexico's 
adjustment program includes a 1984 limit on net foreign 
borrowing of $4.U billion. he jumbo commercial loan for 1984 
was concluded on April 27 in the amount of $3.8 billion at 1.5 
percent over LIBOR or 1.125 over prime (at the lender's 
choice). These rates are considerably cheaper than the rates 
of 2.25 over LIBOR or 2.125 over prime for last year's $5.6 
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billion jumbo. The 1984 loan is for 10 years with a grace 
period of six years for principal repayments. 


During the first eight months of 1984 Mexico will receive $39U 
million in agricultural credit guarantees from the Commodity 
Credit Corporation of the U.S. Government adding to the $40U 
million obtained during the last four months of 1983. The 
Export-Import Bank of the Unitea States has a new $560 million 
credit line with Mexico which goes into effect in 1984. 


Mexico Faces Large Foreign Debt Principal Repayments in 1985 
Tnrough 1989; Reneyotiation Expected: At the end of 983 
Mexico's foreign debt totaled almost $89 billion with about $63 
billion owed by the public sector. In adaition, the nation- 
alized commercial banks had about $8 billion in debt out- 
standing. 1he remaining $18 billion was private sector debt. 
The principal payments on external public debt owed to 
commercial banks falling Gue between August 1982 and December 
1984 (about $23.5 billion) were restructured in 1983 to be paid 
off over eight years with four years of grace. This 
restructuring excluded obligations arising from interbank 
placements of foreign agencies and branches of Mexican banks, 
debt guaranteed by official agencies of the creditor countries, 
bonds issued by the public sector, private placements, and- 
floating rate certificates of deposit and notes. 


As a result of this restructuring, the revised amortization 
schedule at the end of 1983 appeared as follows: 


Amortization Schedule of External Public Debt 


Before and After kKestructurin 
(Millions of Dollars) 


Year : Before After 


1982 
1983 
1984 
1985 
1986 


8,144.4 
8,960.2 
5,367.9 
9,672.1 
5,148.0 


5,270.0 
4,590.0 
2,259.1 
9,370.1 
8,497.8 


1987 7,525.4 12,467.6 
1988 4,670.1 10,777.3 
1989 3,521.2 8,905.9 
1990 1 229.2 6,228.5 
Other Years 4,285.7 4,049.9 
Total Uutstanding 

(December 1963) 62,556.2 


It is not yet clear how this debt will be treated in Mexico's 
upcoming negotiations with its foreign commercial bank 
creditors, i.e., whether it will be restructured again or not. 
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According to Mexican Government statistics, Mexico's debt 
service ratio for 1983 was 5l percent--amortization payments on 
medium and long-term debt, $4,590; interest payments, 9,861; 
revenues from exports of goods and services, border trade, 
investment income and transfers, $28,282--in millions’ of 
dollars. 


In January, 1984, Eximbank successfully concluded negotiations 
to restructure around $560 million in direct credits and loans 
insured or guaranteed by Eximbank. The restructuring will be 
over 6 to 8 years with three to four years grace for amorti- 
zation payments depending on the choice of repayment plan. In 
this program, the Mexican borrower will deposit pesos with the 
Mexican government, -and the Mexican Government will then pay 
Eximbank in dollars. The official credit agencies similar to 
Eximbank from other countries are still ‘in the process of 
restructuring their credits to Mexico. 


The Mexican Government has been assisting the renegotiation of 
Mexican private sector debt through the FICORCA programs. 
FICGRCA is a Spanish acronym for the trust fund for the cover- 
age of exchange risks. In 1983, $11.6 billion of debt incurred 
prior to December 20, 19&Z was restructured through FICORCA 
programs. Through these programs, private borrowers’ may 
acquire foreign exchange for future delivery at preestablished 
rates of exchange for repayment of foreign obligations. 
FICURLA participants are able to buy foreign excnanye for 
‘future delivery either with their own peso funds or with funds 
borrowed from the Mexican Government. If the borrower receives 
a peso loan from the Mexican Government, the foreign creditor 
must accept restructuring over eight years including four years 
of grace for principal payments. In other cases FICORCA parti- 
Cipants must negotiate with the external creditor to accept a 
restructuring of the debt over six to eight years, including 
three or four years of grace for principal payments. Gn 
February 15, 1984, the Mexican Government introduced a new pro- 
gram also administered by FICOGRCA to provide exchange risk 
coverage for foreign indebtedness incurred after December 20, 
1982. 


The Mexican Government has almost completed the process of 
indemnifying the shareholders of the commercial banks that were 
nationalized on September 1, 1982. The indemnification took 
the form of interest-bearing negotiable bonds. Some merging of 
the banks has occurregd under the government's direction, 
reportedly to enhance efficiency, so that the number of 
commercial banks has decreased. Moreover, competition among 
them has declined somewhat. Otherwise the banking system has 
been functioning in a manner similar to that prior to national- 
ization. So far except for normal turnover, the banks' staffs 
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are largely unchanged, other tnan chief executive officers who 
are appointed by the government. 


The government has also begun the process of trying to Givest 
Ownership in non-banking activities it acquired by the bank 
nationalization. In mid-May, there was an offeriny of private 
company shares held by Mexico's largest banks. In value terms, 
this offeriny representea about two-thirds of the total of 
about $500 million worth of shares that were programmed to go 
on sale. The offering was in the form of packages; often a 
Given package would contain a mix of shares of some good ana 
some poorly performing companies. Former bank shareholders 
have been given priority in bidding for the shares, and they 
will be able to use their indemnification bonds as payment. 


The Mexican stock market (Bolsa Mexicana de Valores) has 
increaseaq in importance but still constitutes only a small 
portion of the country's financial markets. Most of the tran- 
sactions presently involve fixed income securities; sales of 
Treasury certificates made up over &5 percent of peso value of 
business in 1983. The stock price index has been on a bullish 
trend since mid-1982 growing from about 500 to around 3,500 in 
late June 1984. The index had gone up to 4,UUG in March, 1984 
but retreated with inflation fears and rises in the U.S. prime 
rate. Foreign investors can easily enter the Mexican stock 
market through the Mexico Fund which is listeag on both the New 
York and London exchanges. This fund is comprised of shares of 
215 companies listed on the Mexican stock exchange. 


Foreign Investment Climate Uncertain: The rules yoverning 
foreign investment are contained in three laws enacted during 
the 1976's and their subsequent regulations: the 1973 Law to 
Promote Mexican Investment and Regulate Foreign Investment; the 
1973 Technology Transfer Law; and the 1976 Law cn Inventions 
and Trademarks. At present most foreign investors are limited 
to minority ownership with exceptions being grantea in cases 
where authorities consider the investment to be particularly 
attractive for Mexico, e.g., Significant technology transfer, 
large employment generation, large export potential, and 
industrial diversification. 


The de la Madria Administration has publicly stated that it 
welcomes foreign investment although clearly it favors 
channeling such investment into certain areas of the economy. 
It recently issued new guidelines for foreign investment and 
specified that majority foreign ownership would be allowed in 
certain high priority sectors such as heavy machinery, 
electronic equipment, high-technology products, and hotels. 
Nonetheless, potential investors continue to be = screened 
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carefully and it is not yet clear how the new guidelines might 
be implemented. 


Uver the past several decades foreign investment as a whole has 
been subject to increasing government scrutiny and regulation. 
Nonetheless, it continued to grow significantly until 1981. 
Over the past two years net foreign investment inflows have 
risen at a much slower rate, in part because of the economic 
recession in the country. Furthermore, the recent decrees on 
automobiles ana pharmaceuticals have increasea the regulation 
of foreign investment in these sectors and have made the 
foreign investment climate more uncertain. Many investors are 
concerned over the operating conditions they will encounter 
once established in Mexico such as controlled prices, iony-term 
exchange rate policy, access to peso credit, export and local 
content requirements, protection of technology, and the 
government's general attitude towards the private sector. 


U.S. Department of Commerce Expanas Services _ to U.S. Firms 
Doing Business in Mexico: Despite the current economic crisis 
in Mexico, the demand for the commercial services offered to 
U.S. businessmen by the United States Department of Commerce in 
Mexico has increased. The number of public and private trade 
opportunities sent to the Department of Commerce in Washington 
for distribution to subscribers of the Trade Opportunity 
Program (TOP) is up from 275 in January-June 1983 to 523 in 
January-June 1984. The number of visitors to the commercial 
section is up from 2,771 in January-June 1983 to 7,870 in the 
same period in 1984. While U.S. exports to Mexico declined by 
approximately 50 percent from 1981 to 1983, they increased in 
the first four months of 1984 by approximately 34 percent. 
Leading U.S. non-ayricultural exports to Mexico include 
replacement parts for gasoline engines and electric motors; 
radio, telegraphic and telephonic equipment; styrene anda 
articles of rubber and plastic; electronic components and 
general merchandise not manufactured in Mexico. Emphasis in 
the telecommunications, metal ore processing, environmental 
control, computer technology, industrial port development, food 
processing and packaging and home construction sectors is part 
of the national development plan. 


The U.S. Department of Commerce has recently established a 
commercial office in the American Consulate in Guadalajara, an 
important industrial area particularly with its increased 
activity in electronics. This office is staffec by one 
American officer and three Mexican nationals. The U.S. Depart- 
ment of Commerce intenas to place an officer in the American 
Consulate in Monterrey and to expand commercial services for 
the entire northeast region of the Republic. b6oth offices are 
prepared to offer complete commercial services and welcome the 
opportunity to serve U.S. business interests. 
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For U.S. firms or their Mexican subsidiaries, the United States 
Trade Center, located in the heart of Mexico's financial and 
business district, is planning several exhibitions to promote 
U.S. products and technology. With the limited amount of 
foreign exchange available for travel, Mexican buyers have been 
attending U.S. Trade Center shows in record numbers. 
Exhibitions to be held at the Trade Center for the remainder of 
1984 include the following: Food Processing and Packaging 
Equipment, August z&-31; Hospital Management Seminar, 
September 24-26; Analytical and Scientific Equipment, 
Uctober z-4; Exhibition for U.S. Firms Seeking kepresentation 
in Mexico and Latin America, December 3-5. In 1985 the 
following events are planned: Mining Equipment, 
February 12-15; Electronic Components, March 12-15; Education 
and Inoustrial Traininy Aias, April 16-19; Seaports and Airport 
Development, May 14-27; Computers, June 4-7; Chemical 
Processing Equipment, July 16-16; Security and Industrial 
Safety, August 6-9; Industrial Process Controls, 
September 24-26. 


For information on any of the above promotions, please contact 
the Show Promotion Ufficer, U.S. Trade Center, Liverpool #31, 
Mexico, U.F., Mexico telephone (905) 591-0155. For information 
on commercial services to U.S. businessmen, contact’ the 
Commercial Attache, American Embassy, Mexico, keforma 305, 


Mexico, D.F., Mexico telephone (905) 211-0042. 














